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A chronology of recent events which observers claim provoked Mexico's current financial crisis and
soaring price levels goes as follows: In the first nine months of the year, the Mexican stock exchange
had registered the largest gains of any in the world. Concerned that the market was overheating, the
government intervened in early October and briefly suspended trading. This move was followed by
a wave of selling that caused prices to decline. Another wave of panic selling took place the week of
Oct. 19 when the New York stock exchange and other world markets plunged. By mid- November,
shares traded on the Mexican exchange had lost 75% of their value relative to before the government
intervention. Meanwhile, the stock market gyrations triggered a financial panic, i.e., Mexicans began
converting large quantities of their assets into US dollars and other major currencies (capital flight).
These activities exerted great pressure on the value of the peso vis-a-vis the dollar. The government
reacted to this pressure by trying to support the value of the peso by buying pesos. However,
since this effort would eventually drain its hard-won foreign currency reserves (about $15 billion),
the government decided to let the peso float on the open market on Nov. 18. Foreign exchange is
at a premium, considering payment obligations on Mexico's $105 billion-plus foreign debt and
imports necessary for reinvigorating the national economy. By the time the government once again
intervened in the open market in December, the peso lost about a third of its value, stabilizing at
about 2,350 to the dollar. The most serious immediate problem is inflation, which is already at a
record 144%, and higher rates are expected. The drastic devaluation in the free market following
the government's announcement Nov. 18 that it would no longer support the peso triggered price
hikes of up to 150% by merchants and has led to panic buying and hoarding. Government officials
claimed this policy move was adopted in an attempt to halt capital flight. According to the New
York Times (12/15/87), capital flight over the last eight weeks has been estimated to be as high as
$3 billion. Then, on Dec. 14, the government announced it was devaluing the "controlled" peso by
22%, justified by concern over export competitiveness. Some private business groups are convinced
that the government provoked the crisis by its initial intervention in the stock market. Instead of
continued attempts to try and rectify a bad situation which it created, the government has been
advised to "suspend intervention" in order to avoid an even greater deterioration in its credibility.
An example of the government's low credibility quotient was reported by the Mexican press on Dec.
10. On that day, at a meeting of the National Minimum Wage Commission (Comision Nacional de
Salarios Minimos), representatives of management and labor said they simply no longer believed
that government statistics on inflation were accurate. The Bank of Mexico had recently reported
that inflation for the month of November was 7.9%, while inflation for 1987 was predicted at 145.6%.
Meeting participants said the statistics were not credible, since "hyperinflation" was "already a
reality." (Basic data from El Universal, 12/08/87; Uno Mas Uno, 12/09/87; La Jornada, 12/10/87; El
Universal, 12/10/87)

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 1 of 1

